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PROCEEDI NGS

MR. LAY: Good norning. And we still have people
comng in, and please come on in. There are plenty of seats
down toward the front on both the |eft and the right side
her e.

But wel cone to our all-enployee neeting. | think
this is the first tine we've held one since about October.
An awful |ot's happened since Cctober. The conpany has, of
course, finished up an outstandi ng year by any neasures, and
of course, we're off to what we think will be anot her
out st andi ng year.

So wel cone all of you here in Houston, both in the
room as well as at your various work stations or offices.

Today by IP TV we have of course people view ng
the neeting in Houston and Omaha, Portland, New York
Cal gary, London, Stockhol m Hanburg, Ansterdam Madrid,
Toronto, Dublin--that's Chio of course--

[ Laught er. ]

MR, LAY: But we may work on that other Dublin.

And San Renpb and Costa Mesa, California. But vi deo

conference in Chicago, Tehachapi, California, Sao Paol o, San
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Juan, Warsaw, Chester--1 don't know where Chester is.
Where's Chester? Were is it? England, UK Ckay, good.

Ti sod (ph), of course, UK Denver, Frankfurt and Pl easanton,
California. So welcone to all of you. As | said, the
conpany does continue to spread out and do a | ot of business
in alot of places.

Now, |let ne say we do have sonme questions that
have al ready been submtted. You will also have an
opportunity to submt questions when we finish the
presentation, and | think that has al so been set up for many
of you that are watching it renotely.

Today we're going to tal k about financial results
and market position, and I will give just alittle
i ntroduction on those itenms. Then Jeff will pick it up.

But we're going to tal k about operating highlights. W're
going to tal k about some news that affects our enployees
directly. And then finally we are going to unveil this
norning a new corporate vision, which is sonething that we
seemto do about every 5 or 6 years, as we believe that we
have sufficiently achi eved our previous vision, that it's

time again to expand our mnds and nove on to a new vision.
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So | think you'll find it interesting, and of course we wl|
have tinme for QRA.

First alittle history. The conpany has had a
trenmendous 10-year run. Last year our total return to our
shar ehol ders, about 89 percent, conpared to 9 percent
negative return on the S& 500. Over the last 5 years we've
out perforned the S& 500 by about 2-1/2 tines. The last 10
years by about 3-1/2 tinmes. |If you'd invested $100 back 10
years ago, you' d have about $1,500 today. So it's very
superior performance for our sharehol ders conpared to the
S&P 500, but al so conpared to our peer group and basically
any ot her conparison that you would |ike to nmake.

O course causing that, or at |east hel ping cause
t hat sharehol der return, strong growth in earnings per
share. W, in fact, this past year had 25 percent i ncrease
in earnings per share to $1.47. CQur after-tax net incomne
was approximately $1.3 billion. And for the first tine the
conpany had revenue of over $100 billion.

Key nessages we think, and this is the nmessages we
shared with the analysts just a few weeks ago, Enron has

built uniquely strong franchises with sustainable
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hi gh- earni ngs power. These franchises can be significantly
expanded, which I'll show you in a mnute, within both

exi sting markets, as we continue to capture nore and nore of
those markets, but also by extendi ng our business platform

to new markets with enornous growh potential. And finally,
Enron is | aser-focused on increasing earnings per share.

And we nean to do that both to absolutely increase the size
of our earnings per share, but to significantly increase our
capital efficiency.

Now, as many of you know, we have had for sone
time a contract to sell Portland General to Sierra Pacific.
We still hope to close that this year. That has been
wr apped up now sonewhat in the California situation,
creating some uncertainty, but our intent is to continue to
sell off some of our asset-intensive reasonably |ow return
busi nesses to redeploy that capital into our higher-return
faster-growt h businesses.

W did late | ast year reach agreenent to sell sone
of our peaking plants, which we felt we no | onger needed
because liquidity was so great in the electricity markets in

North Anmerica, and also to sell one of our intrastate
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pi pelines, and we will bring in about $1-1/2 billion from
those sales. It's also said that we're in the process of
selling sone of our international assets, particularly in
the devel oping countries that are not totally strategic to
our ganme plan going forward, and over the next year or so,
we woul d expect the size of those sales to be significant.
If we | ook at these markets, again, the
opportunity to expand Enron inside of our existing markets,
and of course not even shown here are sonme of the new
mar kets that we're noving into now, such as netals and pulp
and paper and |unber, and so forth. But if we |ook at
whol esal e gas and power, which of course is our basic
busi ness, which we started late in the 1980s as far as our
current business nodel, but that market, on a worl dw de
basis, taking into account also a nultiplier effect of about
3 tines, which neans that you take the total size of the
market, with the way the markets work and with all the
services we provide, the true opportunity is about 3 tines
t he absolute size of that market, but that's about a $1.7
trillion market.

Retail energy, and particular the energy
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out sour ci ng busi ness, which is doing so well, and there
we're | ooking just at North Anerica and Europe, about a $765
billion business.

Br oadband services, again, growing to probably a
$500 billion or so absolute market within 5 years, with a
mul tiplier effect about $1.4 trillion.

So Enron right today is in the sweet spot, and the
sweet spot neans that we're one of the largest if not the
| argest single player in these narkets, about $3.9 trillion
of total market value, and only about a quarter of that is
currently opened up for conpetition, and we expect the rest
of it to open up for conpetition over tine. So trenendous
growt h potential for Enron and its strategies and its
busi ness nodel .

Well, you all did it again. Enron was jut recently
chosen again, for the 6th year in a row, in the nost-admred
conpany survey by "Fortune" Magazine, at the nobst innovative
conmpany in Anerica. | daresay that no conpany has ranked
nunber one in any category six consecutive years in a row as
we have in innovation, and that's due to all of the bright,

creative, innovative people we have throughout the world,
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that are continuing to make markets better, make markets
nore efficient, make conpanies nore efficient, make
econonies nore efficient, but creating new ways, in fact, to
make t he markets work.

And just so you understand this particular survey,
about 10, 000 executives, directors and security analysts are
surveyed across the country, about 1,000 US conpanies, the
1,000 | argest US conpani es based on revenue are included in
the survey. They bring it down to about 535 conpani es that
are actually ranked in the survey. And in addition to being
nunber one out of those 535 US conpanies in innovation, we
ranked nunber two in quality of managenent, nunber five in

gquality of products and services, nunber 4 in enpl oyee

talent, so single digits in every case. And overall, if you
take the survey, we ranked about 18th overall in the total
survey, conpared to 36 |last year. |If you take strictly the

quantitative part of the survey, which is the nost objective
part of the survey, we ranked numnber four.
So, again, congratulations to all of you, and

thank all of you for making this possible.

[ Appl ause. ]
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MR LAY: Well| deserved, well deserved.

And in ny mnd, you' re the nunber one work force
in the world, not nunber four, but indeed you are what nakes
It happen.

And now | would like to turn it over to your new
Chi ef Executive Oficer, Jeff Skilling.

[ Appl ause. ]

MR, SKILLING Thanks, Ken. 1It's always a
pl easure to be here, get everyone up to speed on what's
goi ng on in the conpany.

What I'mgoing to do is go through operating
hi ghlights, and I'm going to wal k through each of the
i ndi vi dual busi nesses and show you what's going on in those
busi nesses. W've taken a nunber of these slides from our
anal yst presentation, so it think it's probably fair to say
that--what's the old saying, not a discouraging word? So |
will give you the line that we gave to the anal ysts, and
then I'"malso going to tell you a little bit about sone of
the chall enges that we're facing in the businesses, because
we' ve seen enor nous environnental changes, businesses

changes, business environnent changes, in each of our

10
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busi nesses. W are noving very quickly to respond to sone
of those changes, and doing a great job at it, but | just
want to share with you what sone of those chall enges are,
because we do have sone chal |l enges as we nove forward in
tinme.

So I"'mgoing to go through the operating
hi ghl i ghts of the busi nesses, and then continue fromthere.
["mgoing to wal k through all four of our businesses,
transportation, distribution, whol esale services, retai
energy and broadband servi ces.

As Ken nentioned, there is an issue now wi th our
Portl and General sale. Wat happened is that we had a sale
agreenent with Sierra Pacific, which is headquartered in
Nevada. Recently because of sone of the problens in
California, California energy problens, the legislature in
California passed a law that said any utility in the State
of California can no | onger sell any generating assets that
they have. Now, unfortunately, Sierra Pacific, which has
about 1-1/2 mllion custoners in Nevada, has 10, 000
custoners across the state border in California, and it

| ooks like they are captured or part of this |legislative

11
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change, which nmakes it inpossible for themto sell any
generating assets, which was how they were going to finance
t he purchase of Portland General.

So we're still working with themto see whether or
not this is going to be a continuing problem but it's the
sort of thing that happens when nmarkets change as quickly as
the markets change in the narkets that we operate wthin,

But the rest of the transportati on and
di stri bution business obviously is the pipeline network.

G ve you a quick update. The pipeline network continues to
provi de great returns, consistent earnings and cash fl ow.
W have a strong conpetitive position with market expansion
opportunities in virtually every single one of the pipeline
networ ks that we operate. W increasingly have a

mar ket - ori ent ed busi ness approach, which we have to have,
because that market is changing, it's becom ng nore market
responsi ve, nore determ ned by what's going on in the cash
mar kets for natural gas, cash and forward nmarkets for
natural gas. And we are using technol ogy to expand revenues
and reduce costs.

Let nme tell you a little bit about sone of the

12
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grow h opportunities. On Florida Gas the Phase 4 expansi on,
whi ch is about 200 million cubic feet a day into Sout hwest
Fl orida, should be conplete this spring. And then we filed
an application for a Phase 5 expansion, which wll be an
additional 400 mllion cubic feet a day. So the Florida
system conti nues to expand, build its nmarket presence.

Transwestern, it looks |ike there are going to be
absol ute shortages of natural gas in California over the
next several nonths. W have filed an expansion plan on
Transwestern to increase our capacity into California by
about 150 mllion cubic feet a day, and I think it's the
first expansion that's been filed since all of this started
in California, which again shows you the value of noving
qui ckly. Enron always has noved qui ckly.

Northern Natural Gas. It's been cold. It's been
cold in the upper mdwest. NNG Northern achieved record
mar ket deliveries, which are up 25 percent fromthe previous
year because it was very, very cold interested [in the]
upper m dwest.

And then Northern Border, we are expandi ng through

acqui sitions of sone other pipeline systens to add into the
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M.P, and so we see continued grow h opportunities there.

But just strong performance fromthe pipes. They
continue to have great return on invested capital, just a
great systemfor the conpany. And part of the reason that
they are as good as they are is continued enphasis on
i mproving productivity within the system This is an
interesting chart. |If you |ook at the change in the pipes
from 1992, we've had a 28 percent increase in throughput,
but we've had a 35 percent decline in enployees and a 26
percent decline in operation expenses, and that's what you
have to do in this kind of business. You have to be
continually increasing throughput and reducing cost. And a
big part of that is the application of technol ogy.

And nore recently the pipelines have been using
EnronOnline to remarket tenporarily--or market capacity, or
remar ket capacity that's available. Last year they did 48
separate transactions for capacity through EnronOnline, so
it's a great new platformto help inprove the efficiency of
t he pipeline system

Cost reductions realized through automation,

schedul i ng gas control inprovenents, which are increasing
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the flexibility that the custoners have, and we're using
dynam ¢ nodel i ng prograns to nmaxim ze revenues and

t hroughput at the | owest possible cost, but just a
continuing great performance. This really is the bedrock,
the cash flow and earnings bedrock that allows us to do al
the things that we do in our other businesses around Enron,
but just great performance during the year.

Whol esal e busi ness. Awesone performance. this is
al nrost amazing. | think the analysts, when they | ook at the
nunbers, were just floored. The performance that we had in
our whol esal e busi ness | ast year was, it was just
astounding. It was excellent.

Physi cal volunes. You see we're up to 52 BCF
equi val ent per day, significant increase over 1999. That's
a 59 percent increase in throughputs. And financi al
settlenents, which are indicative of risk managenent
products, products that hel p our customers manage price
ri sk, alnmost doubling during the year. So just incredible,

i ncredi bl e vol une performnmance.
The basis of all of this really is the network

that we've established. This chart just give you a sense
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for all the different pieces of the network. W tal k about
an asset light strategy, and that is inportant, because we
have to get our return on invested capital up, but we have
an enornous investnent in assets, in contract access to
mar ket pl aces that create a network that is really
unusually. No one in the marketplace has the type of
network that we have for deliveries of energy products to
our custoners.

By product type, natural gas, our nost nature
busi ness, was up 77 percent in physical volune, 77 percent.
And this is unusual. |If you look at all of the other
pl ayers in the business, no one cane even close to the
grow h that Enron achieved in natural gas during the year
In fact, | think the next highest was about a 15 percent
i ncrease, so 77 percent increase in physical deliveries, 52
percent increase in power. So our North Anmerican business
IS just extrenely strong.

Europe. W continue to add to the capabilities in
Europe. W are not [now] the only pan-European narketer and
deliverer of natural gas and electricity. W continue to

build this network, and | think over tine it will have sone
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of the sane characteristics as the network in North Anerica.
Very, very flexible, very |ow cost, able to respond

i mredi ately to custoner needs, but we continue to build the
position in Europe. And the nunbers in Europe are even nore
amazi ng than the nunbers in North Arerica. UK Gas, which
was really our first market, up 107 percent physica
deliveries. UK Power up 113 percent. Nordic Power up 148
percent. Continental Power, and this is the rest of the
conti nent of Europe that is now opening up for conpetition,
up 557 percent year over year. Just amazi ng, amazing

gr owt h.

The nunbers in Europe now are getting to be very
sizable. In fact, if you |look at the total volunes that
we're seeing in Europe, they're kind of simlar to what we
had in North Anerica three or four years ago, SO we're now
at a real inportant stage of growth in Europe because it's
bi g enough to nmake a big difference to the overall conpany,
and we continue to see very, very strong growh. So Europe
is going to be an inportant part of the business for a |ong
time and is performng extrenely well.

One new market. Just wanted to bring you up to

17
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date on Japan. The Japanese market is the second | argest
energy market. |If you take the individual countries in
Europe and just | ook at them country by country, the

Eur opean market--1'm sorry--the Japanese narket is the
second | argest energy market in the world behind the United
States. If you take Europe together, then Japan becones the
third | argest energy nmarket, but it's an enornous market and
it's starting to open up.

We have two things going on there. W are |ooking
for nmerchant plant opportunities, opportunities to devel op
new power plants, and we have three, | guess four power
plants currently in devel opnent in Japan, and those | ook
very attractive, and they give us the | everage to begin
openi ng markets and beginning to transact with the existing
pl ayers i n Japan.

But then in addition to that, we've started
extensive marketing activities. W've, for the first tine,
started to transact in power contracts in Japan, and | think
as this market opens up, this is going to be a very
significant market for Enron in the future.

So geographically we're in great shape and we

18
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continue to expand, but we're also expanding in terns of
products. As you all know, we are trying to apply this
nodel of creating markets the way we created markets in
natural gas, electricity and bandw dth, to a range of other
products. And there are three big groupings right now
crude and crude products, coal and em ssions trading and
weat her; then our whole netals, pulp, paper and | unber; and
then steel and credit.

But we believe that we have a nodel, a narket
nodel that is unique, that will allow us to enter these
mar ket pl aces and provide a service to custonmers that they're
not currently getting in those markets, which should all ow
us significant growth opportunities in the future.

So great geographic penetration, great expansion
of those geographic franchises, looking to find ways to
expand our business nodel into additional products. And
then finally, layering technology on top of it to help
accelerate the growh rates in these businesses.

EnronOnline | ast year just a stellar year, 548, 000
transactions. Total gross notional value, that neans total

volune tinmes price for products that were bought and sold,
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$336 billion. Right nowif you look at the nunbers we're
runni ng at an average daily transaction rate of about 3,900
transactions, about $3 billion a day. W're up to 1,100
products, over 1,100 products are offered on EnronOnli ne,
and typically in a typical day we have 3,000 custoners
| ogged on to EnronOnline, |ooking at prices and transacting.
Let nme show you what these nunbers |ook like in
aggregate. This is pretty interesting. This chart shows
total volunmes of EnronOnline conpared to all of the other
el ectronic transaction platfornms in gas and electricity
added together. So the way of reading this is, in the
fourth quarter of 2000 we did about 31 BCF equival ents. The
total of all of the other systens that conpete with us, al
of themtogether, cunulatively, was 3.6. So we're al nost 10
times as big as everybody el se conbined. This is just an
amazi ng performance, and | think this puts us in a great
position, going forward in tinme, to continue to add
products, add liquidity to the narketplaces where we operate
at low cost. This has been an absol ute grand sl am home run
for Enron. EnronOnline has just been a trenendous engine

for gromh for the conpany over the |east year
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So that's the whol esal e busi ness.

Retail business. This chart shows earnings
performance for the retail business by quarter, going back
to the first quarter of 1999. As you all renenber, we have
been investing in this business, really started investing in
this business in 1996 and 1997 to build this business. W
told the stock market anal ysts that we woul d go earnings
positive in the fourth quarter of 1999, and you can see on
this chart that we did what we said we were going to do, we
went earnings positive the fourth quarter of 1999.

But to ne this trajectory is inportant. W went
fromcreating a business, investing to create a business,
and you see the |osses that we incurred while we were doing
that prior to the fourth quarter of 1999, to finally the
creation and accel eration of this business and the type of
earni ngs performance and trajectory that we' ve seen
subsequent to that. But this is a great new business for
Enron, tremendous potential for the future.

We're projecting for the year 2001 nore than a
doubl i ng of earnings. The 2000 nunber was $103 million, and

the original target that we had shared with the anal ysts was
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$50 million, so we over performed our original target, but
we're targeting for the year 2001, $225 million of earnings.
That's going to come from conti nued narket penetration,
conti nued contracting activity. This chart shows just the
funnel of contracts that are in negotiation currently and
how t hey' re working through the system and it conpares to a
nunber of different years. So the way you' d read this is in
1999 we had sonething |ike $37 billion of contracts that
were in sonme formof negotiation. 19 billion of them we
were in prelimnary neetings with seni or nanagenent of
custonmers, $7 billion, we already had a confidentiality
agreenment executed, and $10 billion where the negotiation
was conducted under an exclusive letter of intent. All of
that activity led to $8.5 billion of signed contracts in
1999.

So if you look at 2001 and you | ook at the
pi peline of transactions, pipeline of business, it |ooks
like this: 44 billion in prelimnaries, 26 billion under
confidentiality agreenents, and $30 billion under exclusive
letters of intent. And we have set the target for next

year, and share this with the equity analysts, $30 billion
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of new contracts. So | think that that is achievabl e and
the work is progressing, and we're nmaking progress on it.
Anot her area that's interesting, we created a
metal [m ddle] market, retail marketing organization in the
UK. W actually acquired a conmpany, and then have been
bui | di ng that conpany since we acquired it back in, | think
It was 1998, 1997, and we've had trenendous success here.
This is a kind of a different business nodel that [than
what] we're doing in North Anerica. In North America it's
out sourcing contracts, where we take over all of the energy
activities for our customers. This is basically selling
commodity to smaller customers, so these wed be typically
commercial custoners, a store, a franchise restaurant, that
sort of thing. But nunber of custoners went from 27,000 in
1999 to 134,000 | ast year. Total volunes of electricity up
to 11 mllion megawatt hours | guess is what that is, and
head count up to 188. So strong growth in this business,
and we're starting to export this. This is called Enron
Direct, is the nane of the conpany in the UK. W're
starting to do this also in sone other countries in Europe,

and in typical Enron innovative style, for exanple in Spain
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we decided to call it Enron Director [Directo].

[ Laught er. ]

MR, SKILLING That will knock us down a coupl e of
notches in the "Fortune" survey next year, but--

[ Laught er. ]

MR. SKILLING But we're expanding this to other
countries in Europe, and I think it's got a trenendous
future, and | think this is a business that has a | ot of
application in the US, particularly in the kind of context
that we're seeing in California. So retail business in
great shape.

And finally the bandw dth business. This chart
just shows the status of the network at the end of 1999
versus the end of the year 2000. As you know, we need to
get installed swtches that allow us to nove transm ssion
between carriers, so that we can create a market for
capacity for bandwidth. To do that we needed to instal
pool i ng points, we needed to start noving transactions,
create internedi ation transactions, and we needed to start
novi ng content. And so we nade progress against all of

those. In the network itself we closed out the year with 25
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pooling points. W told the analysts that we expected to
have 13, but we're up to 25 in terns of actual throughput of
i nt er medi at ed bandwi dt h.

So this is the beginning to buy and sell
bandw dth, and we use a termcalled DS3 nonths, but we had
set a target for 5,000 DS3 nonths for the year, and we
cl osed out the year at 5,200 DS3 nont hs equi val ent.

And then we also told themwe were going to start
entering into contracts for content delivery, where we woul d
be delivering content to customers, and the total contract
val ue that was entered into in the year was over a billion
dollars, and that's primarily the Bl ockbuster transaction,
but a nunber of other custoners, but about a billion dollars
of future content delivery for custoners. So trenendous
progress against all of those dinensions.

The network, for all intents and purposes now
pretty nuch installed and workable. This chart shows where
all the pooling points are, and what we're targeting for
next year. We'Il add another 10 next year. But that wl|
give us pretty nmuch all the switching capacity we need to

nove between various carriers.
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Bl ockbuster, we're noving forward on Bl ockbuster.
This is where we're providing a full turnkey service to
provi de the bandwi dth to Bl ockbuster to deliver novies,

vi deo-on-denand to their custoners, and it's been a nmjor
undertaki ng, but an undertaking that's been very successful.
This chart just shows what's been done in a relatively short
period of tinme, fromthe signing of the contract to actua
comrerci al |launch and delivery of nobvies across our networKk.
We are not [now] delivering novies in four cities: Seattle,
Portland, Salt Lake City and New York. These are initia

| aunch markets where we're testing out the technol ogy, and
the technol ogy works, and the quality is great, and the
custoners like it. So we've nade a |ot of progress in this
mar ket, and a |lot of progress in general in our bandw dth
busi ness.

And | nentioned to you I'd tell you what sone of
the chall enges were, and 1'Il do that before I nove on to
the next part of the presentation. |If you go through each
of the businesses--I1"Il just give you just a quick sense of
what | think sone of the issues are that we're facing--in

the transportation distribution, we need to figure out how
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we execute this transaction for Portland General, and we've
got to nake that happen because we need to inprove our
return on capital enployed, so we need to begin |iquidating
assets that are earning |l ess than sone of the opportunities
to reinvest those assets have. So in transportation and

di stribution, big challenge this year is we have to get that
transacti on done.

Whol esal e services. Basically the sane sort of
chal | enge. We have an enornobus, enornous investnent in
physi cal assets, primarily in devel oping countries, that is
not earning a conpensatory rate of return, and we have got
to get that cash recycled into our businesses, so that we
can grow our businesses quickly in those areas where we are
earning high rates of return. It is a significant nunber.

If you take all of those assets and you add to it Azuri X,
which we are bringing back into the conpany, cunul atively
we' ve invested about $8.7 billion in assets that are earning
sonet hi ng under 3 percent. That is an enornous drain on the
earni ng power of the conpany, and we have got to redepl oy
those resources, and it's not just the noney, but it's

people too. W've got to redeploy people, nove them out of
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those areas into sone of the faster-grow ng areas, so that
we can get full value for our enployees, give them good
career opportunities and also get that capital redeployed in
areas where we can earn a higher rate of return. That is
critical.

And if you think of the other side of the
whol esal e busi ness, as you' ve seen the nunbers, the nunbers
are staggering in terns of growh and opportunities to
expand. W have got to get capital and peopl e redepl oyed
out of those |l ess than conpensatory rate-of-return
busi nesses into the good busi nesses because we have good
growt h opportunities, and the marketplace is expecting it.
|'ve nmentioned to you before, return on equity stinks as a
conpany. We've got to get that nunber up. That's what wll
allow us to maintain our nultiple, our price to earnings
mul ti pl e.

Retail energy business. | think the retail energy
business will undergo a I ot of change this year. The
changes that are going on in California are suggesting that
it 1s going to be a nuch different environnent in the future

than it's been in the past. W are noving very fast. The
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teamin our retail business has done a trenendous job in
respondi ng to sone huge shifts in the marketpl ace,
particularly in California, and we are way ahead of the
power curve on that, but it's suggesting, | think, that
there are trenmendous new opportunities opening up, but also
risks that we have to nanage as we nake that transition

The new opportunities that open up will be
comodi ty-type products that we can sell into marketpl aces
like California that have big cormmbdity price problens. The
risks are that we have a nunber of contracts, that when you
conpl etely change the regulatory structure of an entire
mar ket pl ace, we have to understand exactly how that plays
through all those contracts, and nmake sure that we are
constantly on top of that in nmaking the right decisions to
mtigate any concerns or problens that we have in those
contracts. And | feel very good about it. W are way ahead
of the power curve on that, but it's going to be a
conti nui ng chal | enge because of just the enornobus changes
that are occurring in those nmarketpl aces.

Br oadband busi ness. The general telecom market is

melting down right now It's just unbelievable the change
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that's occurred in the last year. One year ago the
ent husi asm t hat peopl e had for broadband and bandw dth
applications was at a peak |evel and today it's probably
through the floor, is probably the best way of describing
it. It is a tough, tough market. People are stopping
contracting in new business activities. There's a severe
cash crunch in the industry because these conpanies are
heavily | everaged and they're going to have a hard tine
working their way out of this. So I think the bandw dth
business is going to go through an enornous change. | think
our strategy is perfect for that change, but it's going to
be a rocky road for the next couple of nonths as we figure
out exactly how all of this sorts out in the marketpl ace.
But overall, | think the conpany is in great
shape. Every single one of our businesses is exactly wel
positioned. W have a lot to do in each of those
busi nesses, a | ot of change that we're going to have to go
t hrough over the next several years, but | think we're in
great shape. The conpany is in excellent shape for noving
forward in the future.

So that's kind of an overview, and during the Q%A
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I f there are any other questions you'd like to ask about
those sorts of issues, Ken and | would be happy to, happy to
address them

Let me go into the news that affects you, a couple
of things. Values. | think we've made progress during the
year on our values. A nunber of things happened. As you
know, we've created "The Pulse,” which is really our survey,
our enpl oyee survey, so it's changed fromwhat we called ETC
before into "The Pulse.” W got fast turnaround on enpl oyee
surveys, we have turnaround faster than we've ever had
before. And we are able to take, | think, quick action on a
nunmber of issues that people pointed out to us. W wll
conti nue those surveys because they give us infornmation
about how things are going on with you all, and it nakes it
possi bl e for us to make changes that help you, so we're
going to continue that, and I think we've nmade a | ot of
progress | ast year.

Best conpanies to work for in Anerica, we noved up
from nunber 22 to nunber 24, to nunber 22 from nunber 24.
I"'msorry. | had it backwards. W weren't going backwards.

We were going forward.
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The Chairman's Award. We had 450 nomi nations | ast
year versus 250 in 1999. | think that shows a | ot of
interest fromall of us in the Chairman's Award, and | think
we identified sonme really outstandi ng people around the
conpany that have done sone very, very interesting things
that are supportive of the values of Enron Corporation.

And we | aunched a gl obal comruni cati ons canpai gn,
Diversity. W've got the core thenme down now. Diversity
equal s i nnovation equals increased value. W believe that.
Diversity creates new i deas. New ideas creates innovation.

I nnovation creates direct value for our shareholders. It's
not what you think, it's what you think.

W' ve conduct ed surveys and focus groups with
enpl oyees about their views on diversity, and we've
i npl enment ed a comruni cati ons canpai gn around the whol e issue
of expanded or the expanded view of diversity. So we're
maki ng progress on the values. W'I| again answer any
questions on those as we go into the Q%A session

But et me tell you what we're trying to do for
next year. A couple of plans for the future. W're

conbining the diversity and values efforts into one task

32

M LLER REPORTI NG CO., | NC.
735 8th STREET, S.E
WASHI NGTON, D.C. 20003- 2802
(202) 546- 6666



force, and Ken has agreed to chair that effort, so that
shoul d nove us forward. W' re continuing to conmuni cate key
vi sion and values and diversity efforts across the conpany.
We're continuing to conduct focus groups and we're doing the
surveys so that we can find out what you all think and
things that we need to change.

| will also tell you that the e-mail address that
Ken and | have that people can send i n whatever they want,
they can do it anonynously, whatever, can send in
i nformati on, has been very helpful to ne. W probably get
two or three a day that people are concerned about or
interested in. W appreciate that. Please continue that
conmuni cati on

And then we're supplying [supporting] the business
units and applying the visions and values and diversity
prograns within their organizations. So | think we're
maki ng progress here. Can always do nore, but | think we're
maki ng progress.

And then finally, dick-at-Home, just for your
information, let's see, as you know, what C i ck-at- Hone,

we're going to be providing everyone with high-end Del
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conmputers and Internet connectivity, so that people can get
hooked into the system and use the conputers and have the
conmputers. Let's see, 3,000 US enpl oyees have al ready
participated in the pilot prograns and we have gotten good
reviews. There will be 15,000 eligible enployees worl dw de,
10,000 of those in the US. So the eligible non-US countries
will start participating in |ate 2001 or early 2000, and
we're starting right now

VS. > [I'naudi bl e] ?

MR SKILLING March 6th. So for the domestic
of fi ces and donestic enpl oyees, starting March 6th, we'l
start passing out conputers. You can order them |I'm
sorry. W don't pass themout. You can order them

[ Laught er. ]

MR. SKILLING That's great. So we're making
great progress wth Cick-at-Honme. Any comments you have on
this woul d be nuch appreciated as well.

So that's all of that.

Let nme nove now to the last itemfor the neeting,
and that's the vision for the year 2001. W believe--and I

thi nk nost of you would agree--that we have outgrown our
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current vision. W set it up--the last vision we had was to
beconme the world' s | eading energy conpany, and we set that
back in 1996. And it's really amazi ng what has happened
since 1996. But this is a continuation of a long |ine of
visions that were set, that were real stretch visions that
in our view we achieved. And let nme just rem nd you of
those and we'll come back to the |ast vision.

But in 1985, right after the creation of Enron,
the nerger of Inter-North and Houston Natural Gas, the
initial vision that was articul ated was to becone the
prem ere integrated natural gas conpany in North Ameri ca.
And | know for all of that were watching Enron--1 guess it
was called HNG Inter-North then on Inter-North HNG  \Which
way was it? HNG Inter-North. How quickly we forget.

For those of us who were watching the conpany
then, that was a real stretch back in 1085 [1985]. But |
think we would all agree that by 1990, after the system had
been put together, after the conpanies were worKking
together, after we created the nerchant business to begin
buyi ng and selling natural gas around the country, that by

1990 we were clearly the prem ere integrated natural gas
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conmpany in North Anerica. W had the best E&P conpany. W
had the best pipeline network. W had sonme of the newest
and best nerchant activities for buying and selling natural
gas, and by that tine our market share edged out everybody
el se in the natural gas business. So by 1990 we were the
prem ere integrated natural gas conpany in North Ameri ca.
About that tine the vision was changed, and it was
a much nore expansive vision at that point, which was not
only to think about it in terns of North America, not only
to think about it as strictly as natural gas in North
America, but to begin taking a nuch nore broad gl obal view
of the marketplace. So the vision then was to create the
world's first natural gas nmgjor. 1In those 5 years we saw an
enor nous extension of Enron's activities around the worl d.
There were a nunber of new countries, new operating
envi ronnents, but a huge expansion, so by 1995, if you
| ooked at our total income that canme frominternationa
versus donestic operations, | think the nunber edged 30 to
35 percent by 1995 fromal nost a zero in 1990. So a big
gl obal expansion, and in our view, that constituted becom ng

the world's first natural gas major.
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Anot her change, the world's | eadi ng energy
conmpany. \What was that? Well, first of all, we were
expandi ng the definition beyond natural gas, because by
1993, 1994 we had started our electricity activities in
North Anmerica, we had begun to extend those into Europe.

And so at that point our aspiration was to becone the
worl d's | eadi ng energy conmpany. Well, how have we done
since we set that vision in 1995?

" mgoing to show you a couple of charts which
think are pretty interesting. The first one is our narket
position in North America, so this is donestic energy
markets. And it shows Enron versus everybody el se. W've
got two nunbers for Enron. All of these nunbers for the
ot her players were third quarter nunber. W had the fourth
quarter for Enron, so we showed the third quarter and the
fourth quarter nunber. But in the last 5 years we have
massi vel y di stanced ourselves fromour conpetition. W are
now nore than twice as big as the next biggest player in the
North Anmerican natural gas and electricity markets, tw ce as
bi g.

If you look at it internationally and you start
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| ooki ng at what our total throughput, the nunber of

el ectrons and nol ecul es that we touch versus other | eading
energy conpanies, this is what the nunber | ooks like. This
is worldw de. It conpares Enron to primarily producers,
traditional producers of gas and electricity around the
worl d. These are the biggest energy conpanies in the world
on this chart, and then you see Enron's narket footprint,

j ust enornous, enornous grow h and enornous differentiation
versus the other players.

So we have, | think, nmade a big dent in becom ng
the | eadi ng energy conpany in the--on the planet.

But in addition to getting bigger in energy, |
want to show you sonething el se here. W've al so begun
expandi ng, extendi ng what we do beyond just energy. EBS was
created in 1999. That's our broadband [service] business, a
totally different market for Enron. EnronOnline was
| aunched. EnronOnline is the platformthat we're using not
just in natural gas and electricity, we're using it in al
commodities that Enron transacts in. W created in Europe
EnronCredit.comto begin creating marketplaces for credit,

al nost a credit card for the B-to-B narketplace. Enron
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Net wor ks was fornmed to begin extending the business nodel to
ot her comobdities. W formed a new power conpany to provide
direct retail sales of natural gas and electricity to
residential consumers around the world, and we | aunched
Enron Metals. W created Enron G obal Markets and Enron

I ndustrial Markets to begi n extendi ng beyond natural gas and
electricity in the range of markets. And we | aunched
ClickPaper.comto create markets for pulp and paper.

So in addition to really racking up gains,
tremendous gai ns and successes in the energy business, we
begi n expandi ng beyond just energy. And today when we | ook
at the market opportunity, it |ooks sonething like this.

You t ake the whol esal e gas and power business, the retai
energy markets and broadband nmarkets, and then start adding
to it the market opportunities that Ken showed a little bit
earlier in this presentation in these other cormodities that
we are targeting right now. The potential is enornobus and
the potential extends beyond just the energy business.

So to tal k about thinking about this a little nore
broadl y--and |l et nme give you a couple of charts that display

sone broader statistics. W went back and | ooked at t ot al
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sal es of conpanies |ast year around North Anerica, and this
is what the chart |ooks Iike. Now the Fortune 500 has not
been published yet, and there may be sonmeone that we don't

know about that m ght sneak into here, but if the nunbers

are what we think they are, this year we'll be the sixth
| argest conpany in North Anerica, we'll be the Fortune
nunber 6 conpany in terns of revenues at $101 billion. So

if you ook at that, GE is on one side at $130 billion--and
by the way, we were running at a $40 billion a quarter clip
in the fourth quarter, so we'll take GE this year if we just
keep doi ng what we're doing so far and what we did in the
fourth quarter. That edged out Royal Dutch. It edges out
| BM edges out Philip Morris, edges out CitiGoup. So just
ahead of us, the targets ahead are GE, Ford, GM Wal - Mart
and Exxon Mobil .

| f you take an even broader view, |ook at the
whol e world, these are the top 15 conpanies in the world in
terms of revenues, so we are bracketed by Total e-L and
Ni ppon Tel ephone. So a pretty good conpany to have. But
behind us are NIT, Royal Dutch, AXO, which is a big

I nsurance organi zation from France, IBM Philip Mrris.
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Ahead of us, Totale, Toyota--we should pass Toyota this
year--GE, BP Anoco, Daimer Chrysler Ford, GV Wal-Mart,
Exxon Mobil. [Let ne show you a couple of other interesting
statistics.] O these top 15 conpanies in the world, here's
t he 5-year conpounded revenue growh rate for those 15
conpanies. W were nunber one by a factor of alnost four.

I f you just ook at North America and take al
conmpani es, not just the |argest conpanies, but take al
conmpanies in the S& 500, one of [what are] the
fastest-growi ng conpanies in the S& 500, we were nunber 3
behi nd ACL and Worl dcom ahead of Tyco, Qual comnm G sco,
Del | .

PE ratios, so this is how the stock market is
valuing us. O the top 15 conpanies in the world, we're
nunber 2 in PE ratio which says sonething about the
expectations or the projections that our investors are
maki ng for the conpany.

[ Tape change]

MR. SKILLING Interesting statistic: of the top
15 conpanies in the world, total revenues per enployee.

Now, | don't want to focus too nuch on revenues because
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revenues are inpacted by lots of things, inpacted by the
general price of energy and a | ot of other things, but I
think it gives you sone indication of our reach. The
conpany has becone an enornous, enornous player in the
markets that we're in, but not only in the markets that
we're in, but relative to other conpanies in other
i ndustries, Enron is on the map today. W are clearly on
the map. And so we | ooked at this and we thought about what
we're doing as a conpany and the different markets that
we're starting to work on, growh rates in our core narkets.

And we went back and said we needed to think about
the vision because the world's | eading energy conpany is a
great vision but does it really capture what we want to be
in the future, our aspirations?

And so we got together and we sat down and we
spent, what, Ken, two days?

MR, LAY: Two days.

MR. SKILLING Two days in tough di scussi ons about
what the vision should be, and I would like to unveil it
now. Do you want to untie it? Are you ready?

MR LAY: |If it's not too dangerous.
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MR, SKILLING It's supposed to be dangerous.

You' re supposed to stand 3 feet this way or you're going to
get knocked down when the thing--

MR. LAY: Do we get the trunpets?

MR. SKILLING  Huh?

MR. LAY: Do we get the trunpets?

MR. SKILLING  Trunpets? Are there any trunpets?
No trunpets.

MR. LAY: Is this at |least 3 feet?

MR. SKILLING That's at least 3 feet. Ckay,
ready? One, two, three.

How s this?

[ Appl ause. ]

MR SKILLING This is our vision. Now, this is
the aspiration that we have and the top managenent group has
for the conpany. W want to nove from being the world's
| eadi ng energy conpany to being generally recognized as the
worl d's | eadi ng conpany. And | hope that 5 years from now,
just like every 5 years for the last 15 years, we conme back
and we say, "We think we pulled it off." 5 years from now I

think there's a good change [chance] we could be the | eading
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conpany in the world. W'II|l certainly be of a size, | think
we'll be of a market cap that could nmake us the | eading
conpany in the world, but we certainly have the talent and
the organization to make it happen. So this is the vision
and it's going to be--it's going to be a tough aspiration to
live up to, but we intend to do it. W're going to be the
worl d's | eadi ng conpany.

So | hope you all are with us on this. W think
this is a great opportunity for the conpany, and it's a
great tinme for the conpany. So this is it. Got to change
ny license plate from WEC to W.C.

[ Laught er. ]

MR. SKILLING Thanks

[ Appl ause. ]

MR. SKILLING So to summarize, the conpany's
doing great. W're in great shape. W have a | ot of
chal | enges, as all conpanies do. W are noving in all of
our markets to deal with those challenges and to create new

opportunities. W've got a vision | think that's a vision

for the next century, and with that, we'll open it to any
questions. So you all have cards. |If you have questions,
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you can anonynously wite the question on the card. Just
pass it to aisle ways and we will answer all of themif we
can.

Ckay. We had a couple submtted a little bit
earlier, and so we're going to start with that. And the
first one, and one that | really did want to address,
relates to PRCs. And the question specifically asks: "How
could a person drop two levels during a PRC process, from
strong to having issues, when at no tine during the review
period was this person brought in, talked with and advi sed
that their perfornmance was droppi ng?" And there's a nunber
of other issues that go along with that.

But et me talk for just a m nute about the PRC
process and what we're trying to acconplish. This year we
ext ended the PRC process across the entire conpany.
Historically or at least until this year, virtually all of
the commercial organizations in Enron were on a PRC process,
and then we extended that beyond it to all areas of the
conpany this year. | was quite frankly a little surprised
at how big an extension that was. | would have guessed that

only about 15 to 20 percent of our enpl oyee popul ati on was

45

M LLER REPORTI NG CO., | NC.
735 8th STREET, S.E
WASHI NGTON, D.C. 20003- 2802
(202) 546- 6666



not involved in a PRC process. | found out later it was 60
percent were not involved in a PRC process before. So we
had a maj or, nmgjor undertaking to extend the process.

Why shoul d we extend the process; why does it
matter? | personally am convinced that the PRC process is
the nost inportant process that we conduct as a conpany.

And let ne see if | can explain why that is.

We have to nove quickly. | absolutely guarantee
you, if you see the stuff that cones across Ken's desk and
ny desk every day, we have got to nove qui ckly because our
mar ket s are changi ng, our conpetitors are changing, things
are noving very, very fast. As an organi zation we don't
have the | uxury that organizations had 25 years ago. 25
years ago you coul d put the things on autopilot and Genera
Mot ors woul d, you know, they'd bend a little nore netal into
the wing tips and a little nore chrome on the bunpers, but
things didn't change that nuch. They could be pretty nuch
on renote control, autopilot. That is not the world we |ive
in today. | guarantee you, that is not the world we live in
t oday.

We don't know at the beginning of the year what
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the challenges will be during that year. |[If you ask ne
today what will be the biggest things that we have to
grapple with for the rest of this year, 1'll give you a |ist
of things that | think are the things we have to grapple
with. | would guess that I'lIl be wong on 50 percent of
them that there will either be 50 percent nore on the |ist
than what | would put down on a list today, or sone |arge
portion of those |I put on the list don't matter. | mean
that's how fast this thing is changing.

In the old environnment we cane up with ways of
assessi ng perfornmance, and they were typically vertica
systens. |I'msorry for going on about this, but I think
this is very, very inportant. They were typically vertica
processes, that you were eval uated by your boss, your boss
was eval uated by their boss, and so on, and so on and so
forth up through the chain. The problemw th that is when
things are noving very, very quickly, if anyone in that
chain doesn't get it, everyone bel ow that person in the
chain doesn't get it either.

And we saw this in the 1990s, early 1990s when we

were trying to create the nerchant business for Enron, a
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totally different business for the conpany. And of the say
10 people that reported to ne, I would guess 4 got it, 4
kind of got it, and 2 didn't get it. And for the two that
didn't get it, their organization units absolutely didn't
get it. And the 4 that kind of got it, their organizations
maybe di d maybe didn't.

So what we did is we said we've got to change this
because we don't have tinme to internally fight the battles
to get people to nove in the direction that we have to nove
as an organi zation. So we're going to cut it vertically
rat her than horizontally.

So the whole prem se of the PRC process is you're
maki ng a vertical cut, and so all people who are vice
presidents, all people who are directors, all people who are
managers, all people who are associates and anal ysts and so
on and so forth, are in a single bucket, and they are being
eval uated by people who get it, which is the PRC. And Ken
and | select the people that sit on those PRCs, but those
are people that get it. And so when you' re being eval uated
by that group, you are getting direct comrunication from Ken

and me about what the objectives of the conpany are and how
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you fit with those objectives, how you' re doi ng agai nst
those objectives. So the first thing is vertical.

Now t hat does a nunber of things for us. First of
all, it gets much better conmunication fromus to you. The
second thing it does is it nmakes it easier for you to nove
around t he organi zation. You know we' ve tal ked about
nobility. W are in the process right now of redepl oying
hundreds of people in the conpany out of businesses that we
need to get people out of into new businesses. W couldn't
do that without a vertical perfornmance eval uati on system
because when you nove from one organi zational unit to the
ot her, your conpensation doesn't change, your perfornance
eval uati on doesn't change. When we're sending information
to the receiving organi zati on about who you are and what
you're good at and all the rest of that, they know they can
trust the data. It makes it nuch, nuch easier to nove
peopl e around the organization. That is inportant for you.
That's inportant for us.

So conceptually it's inmportant to have that
vertical cut.

Now a couple other things that it does. It
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reduces for all people the likelihood that you' re not going
to get feedback in the process. And I know we're not great
at feedback and I'lIl tell you what some of the holes are and
probl ens are that we need to fix in a mnute, but one of the
chal | enges we were trying to deal with is in 1990 with the
ol d performance eval uati on system 96 percent of the
enpl oyees in the conpany received and out st andi ng
per f ormance eval uati on, 96 percent.

And in that kind of environnent, | guarantee 96
percent of the people were not performng for the
sharehol ders at exactly the sane level. They weren't, just
(?), because people just didn't want to conmuni cate. So we
said, no, what we have to do is we have to start identifying
peopl e who are our very top candidates to ensure that
they're well taken care of because they're creating val ue
for all of us and for the sharehol ders, and we al so have to
identify those people who are on the edge, so that they can
be communi cated with so they have a chance to change their
per f or mance.

So we set up a systemwhere we had a preferred

di stribution so that 96 percent wouldn't work any nore.
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It's much easier, | guarantee you, and we all know this,
much easier to go into a perfornmance review and tell the
person you're talking to that you' re doing great. |It's a
whol e | ot easier than telling themthe truth.

And in fact it was kind of interesting and it was
one of these enployee neetings in 1993. W set it up to
where if you were in the | owest performance category you
didn't get a bonus. Those were the only people that didn't
get bonuses.

By the way, in the old days, | think only about 10
or 15 percent of the enpl oyees got bonuses. And what we did
Is we changed that. W said everybody is eligible for a
bonus, and the only people who will not get a bonus are
peopl e who are in the | owest performance category. And the
reason for that was conmunication. |If you didn't get a
bonus, you knew there was an issue.

And | was in an enployee neeting like this in
1992, and | got an anonynobus question. The anonynous
question said sonething like this. It said, "My boss told
nme they ran out of bonus noney just before they got to ne."

[ Laught er. ]
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MR, SKILLING "How can this happen?" And you
know, it's a whole |ot easier in that kind of an environnment
where you're saying, "No, | don't think your boss was being
straight wwth you. If you did not get a bonus, there is an
i ssue, and you ought to go in there and grab the person by
the | apel s, and shake them and say, "Tell nme what's going

on. So we tried to inprove comruni cation. So that was the
pur pose of the PRCs.

Now, there are a couple of problens with the PRCs,
and let me go through them One problemis people say,
"They don't [know] nme. They've got a conmittee of people
and half the people on the commttee don't know ne." Well,
yeah, that's true, and in fact that's the way we planned it,
because we expected that sone people really would know you.
You have an evaluator and it's their job--we'll cone back to
this in just a mnute--it's their job to nake your case to
the conmttee. There are also people that are sitting in
the room that know you and can help triangul ate, make sure
that you're treated fairly by the process. And then there

are al so people that don't know you, and they're not falling

asl eep while the discussion's going on, they're listening.
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So that when people say, "I think that this person did this,
this and this, therefore, they're outstanding,” the other
people in the room may not know you and they may say, "GCee,
| don't know this person but this, this and this, to ne is
not outstanding for the follow ng reasons. W as a conpany
are trying to acconplish sonething different,” or maybe that
person beats up on people, bad nanager, and yeah, maybe
they're nmaking a | ot of noney for the conpany, but | don't
think that's what's nost inportant. There are other factors
that really make a difference. So the people who don't know
you are there to provide a perspective fromthe organization
about what we're trying to acconplish. So one conplaint is
"Peopl e don't know ne." Yeah, that's true.

Anot her conplaint is, "The people that do know ne
don't do a very good job presenting ny case.” That is a
problem W talked to a nunber of the PRCs. They have an
absol ute responsibility to you as an enpl oyee to nake sure
that your case is made to the PRC. If that is not
happeni ng, let us know. And we're going to start a process
where we actually provide all enployees with the ability to

gi ve feedback on how well their evaluator or their chanpion
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in the commttees did for them and if we start getting a
| ot of conplaints about people, we'll Kkind [kick] them off
the commttee. It is up to themto ensure that the staff
work is done so that they can present your case well.

Now, the other thing we did as a fall back to nake
sure that it was fair is we do it twice a year. Now, we
really don't have to do it twice a year. W only have to do
It once a year because that's conpensation tine. But we do
it twce a year in the sumer and at the end of the year, so
t hat when you get your review in the sumrer, if you' ve got a
problemw th it, you' ve got six nonths to get it fixed. So
in the summer review, when they cone back to you and they

say, "Well, this is what--the feedback that we're giving to

you," and you say, "No, no, you m sunderstand. |It's wong,
you' ve got it wong." You ve got six nonths to get it fixed
before it's for real. So we do it twice so that you can

give the feedback to the people and the process if you think
it's unfair and get it fixed, if you want to get sonething
fixed.

Anot her probl emthat people talk about is they say

that the preferred distribution is not fair. W have got to
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have a preferred distribution. Now !l will tell you that we
attach descriptors to the preferred distribution, Iike
"satisfactory”, "strong." That's a m stake. Those

descri ptors maybe have nothing to do with where you rank.
What we need to know and what you need to know is how you're
doing relative to everybody el se in your class, because
that's what sets conpensation. Soneone has to do that so we
can determ ne what conpensation is.

In the future I think what we'll probably do is
we'll just be |l ooking at the top categories and the bottom
top categories to nmake sure that people get adequately
conpensated and recogni zed for unique contri butions, and
bott om cat egories so that we can communi cate to people and
| et them know that there's an issue, so they have tinme to
fix it.

And in the mddle, we're going to have to conme up
Wi th some ranking for conpensation purposes, but we may not
use a preferred distribution for it.

But the preferred distribution, I will tell you is
flexible. | think there are sone new PRCs and new areas

around the conpany where they didn't think it was flexible.
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It is flexible. If it doesn't work, it doesn't make sense,
we don't use it. But it gives us a starting point, which
forces sonme discrimnation, sone rationalization of
performance. And we need that for conpensation purposes.
W have to have it.

But anyway, | think in general the process is
necessary. It is probably the nost inportant thing that
makes Enron what it is today. W are not executing as well
as we need to and we're going to make a nunber of changes to
make it work better, but we are not going to elimnate that
process, because if we elimnate that process, we can kiss
this vision goodbye because we are not going to make it. W
have got to manage our people, our human resource better
than our conpetitors or we're not going to succeed. And
this process is the key area for doing that.

| encourage all of you to get nore involved in the
process. If it's not working for you, if you don't like it,
if there's sonething wong with it, let us know. W are
very flexible. W'Il|l see what we can do to nodify things
and make them work better so they work better for you. But

the process is inportant.
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So anyway, |'Il get off ny high horse now, anong
ot her things. Ken?

MR. LAY: You know, |'ve been waiting 15 years to
see if Jeff would nake even a small m stake, and | think he
did this norning. And in the interest of making sure you
under st ood everything he said, | think if you take sonething
that's vertical and you lay it down--

[ Laught er. ]

MR LAY: Well, and of course, you got to fix up
on this horizontal and put it on its bottomor its top, then
| think everything he said you will understand.

[ Laught er. ]

MR. LAY: That was good though, Jeff. And--well,
the whole thing. But this is, this is the core of what we
are as a conpany. You cannot have a neritocracy unless you
got a performance review process, and a very, very
di sci pli ned performance review process. And we talk all the
ti me about having a neritocracy here, and certainly we're
not perfect in that, but if you don't have a good
performance review process, you don't even have a shot at

it. And an awful |ot of our success, | mght say nost al
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of our success over the last 15 years, has been trying to do
a good job of evaluating our people, getting the very best
people we can to start off with, getting the very best
peopl e, evaluating them annually or even biannually, turning
them | oose and letting themdo a |ot of creative things and
create a lot of wealth for our sharehol ders, and that
obvi ously has happened as we' ve gone through three very
m nd- expandi ng visions, and | think that wll happen as we
nove in to our fourth m nd-expandi ng vi sion.

| will just make one final point. | do think, as
Jeff said, a lot of the problens this past year is because
we did extend the performance review process to a | ot of new
groups that had not gone through it before, and of course,
read the article in "The Chronicle" also, but "The
Chronicle" made it sounds as though, well, this is only used
i n one other piece of Enron's business. That other piece
they're tal king about is the whol esal e busi ness, which in
fact generated $2.3 billion of earnings before incone and
taxes | ast year, a business that we didn't start until a
little over 10 years ago, and it has been applied there for

all of those 10 years or 11 years or 12 years.
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So indeed, it is not a flawed system It's a
system that has worked renmarkably well in our biggest single
profit center that continues to grow very rapidly even
today. So it's nore a matter of how we apply it, and how we
report on it, both at the performance review commttee
| evel, but also back to the enployees. And obviously we've
got a lot of inprovenent that we need to do there. And I

think that what Jeff [said] is we're conmtted to do that.

Now, we really have nore questions as we go al ong
here, from both ny explanation and Jeff's explanation, and
maybe even on vertical and horizontal or something. | don't
know.

[ Laught er. ]

MR. LAY: "As Enron evolves into a technol ogy and
intell ectual |l y-based conpany, we enphasi ze that Enron's true
assets are its people,” which we all have been tal king
about .

"Thus, why does Enron Broadband Services continue
to fire and encourage its nost talented snart people to
resign? It is understandable if a market does not accept

our offering to date, though why should we sacrifice good,
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producti ve people rather than redeploy them especially if
we tout how inportant our people are?”

Well, et me say first and forenost, if in fact
t he busi ness environnment, the business nodel causes sone
groups to be shrunk, to reduce the size of the work force,
and our first and highest priority is to redeploy those
people, if those people are really top perforners, really
good solid perforners. And |let ne say we've done a | ot of
that just over the last two or three, four nonths, both out
of sone of the international groups, particularly Centra
and South America, but other groups too, and we did quite a
bit of that or some of that at |east out of Enron Broadband
Services. | don't know the exact nunbers. Probably G ndy
does here in the front row

But you have to keep in mnd al so as we grow very
rapidly, and particularly creating new busi nesses and
bringing a | ot of people in fromoutside the conpany and
from ot her conpani es and other industries, we're not perfect
there either, and sonetines people that |ook very, very
good, when we bring themin just do not performup to the

| evel that we're accustoned to people perform ng at Enron.
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And so there will be sonme of that.

But again, like |I say, our first and forenost
priority is to always nake sure that our very best, our very
strong-perform ng people in fact stay wwth the conpany. W
try to find another position for them

MR. SKILLING This one addresses the "Fortune
Magazi ne" article. There's a "Fortune Magazine" article
that's out--1 think it started com ng out yesterday, that
the headline is: "lIs Enron Stock Overval ued?" The gist of
the article is that Enron is sort of a black box
whi ch--sorry, it's true. | nean it's just difficult for us
to show peopl e the specifics of how noney flows through
particul arly the whol esal e business. But the article's
point is that it's a black box, and for a black box, should
you be getting a 50 nultiple of |ast year's earnings.

And they also note a couple of other things. They
poi nted out the return on equity problemthat we have, a
general return on assets.

The question here is: "WII our options ever get
back in the noney?"

[ Laught er. ]
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MR, SKILLING "And where wll you focus efforts
to inprove the situation, and what can we do to hel p?"

Let ne give you ny take on the analysis. The
entire reason that this analysis was done by "Fortune
Magazi ne" is because "Busi ness Wek" had a favorable article
about Enron the week before. And there is this conpetition
that the news magazi nes have, where if one says sonething
good, the other has to cone and find sonmething bad. So I
think that was kind of the genesis of it.

In terns of the black box, yes, it is a black box,
but it's a black box that's growing in the whol esal e
busi ness by about 50 percent a year in volunes at
profitability. That's a good bl ack box. And we've been
absolutely up front with the anal ysts, and we've said,
"Look, the only thing we can track that seens to follow the
earnings is volune growh. So just watch the volune growth
Assunme a margin per unit of volune, and that's what the
nunber is going to look like.” And | think our analysts are
pretty confortable with that after a decade.

So the criticisml think is kind of ridiculous.

Now, are we over valued at a 50 PE? There's been a big
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change in the stock market in the | ast year, and what that
big change is, if you went back and you plotted--1"m going
to probably screw up horizontal and vertical here again.

[ Laught er. ]

MR. SKILLING If you went back and plotted the PE
ratios for the top 500 conpanies, for the S&P 500 conpani es,
and you put themin order fromthe highest PE to the | owest,
you woul d have seen it as a very, very steep graph a year
ago. You had a nunber of conpanies that had very, very | ow
PEs, and you had a nunber of conpanies with enornous PEs.
And it was kind of a straight |ine that was very steep.

VWhat's happened in the last year is that partially
vertical/partially horizontal curve--

[ Laught er. ]

MR SKILLING --has becone nuch, nuch nore
horizontal. | get it.

[ Laught er. ]

MR. SKILLING But it really has flattened out.
And what's happened is the conpanies that had real |ow PE
rati os, they've gotten higher, and al nost everybody with a

high PE ratio has gotten their heads ripped off. | nean
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it's absolutely cone down, with the exception of Enron.
There are al nbst no conpanies |left that have a PE rati o over
40 right now, except for Enron. And there are a couple, and
for a nunber of them the only reason they've got a high PE
ratio i s because their earnings are collapsing right now,
and the stock price hasn't fallen as quickly as earnings
have fallen

So we'reinalittle bit of rarified atnosphere
right now, and that's why people will take pot shots at us,
because the PE ratio is high. | personally believe that the
PE ratio is justified because we're growing very quickly in
earni ngs and revenues, and we have the strongest market
position in every market that we're in. But it is going to
take a little while to get that across, and | think we can
expect these kind of articles to come out over the next
coupl e of nonths, because we really are the only ones |eft
with this high PE ratio. | personally think it's justified,
and | think the stock price will start respondi ng, because
as we said in our objectives and focus for this year, we're
focusing on E, on earnings, and | think we're going to have

a great year this year, and | think that's going to push the
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stock price up

So will the options get back in the noney? CQur
view is absolutely. And when we tal k about beconing the
wor |l d's | eadi ng conpany, the target | think we all ought to
have in mnd is how do we becone the conpany with the
hi ghest mar ket val ue of any conpany in the world? And the
bi ggest conpany, the nunber on conpany today is Genera
Electric. It's about $400 billion. W're at about 70.
That's the target. And if we acconplish that target over
the next 5 years, yes, those options absolutely will be in
the noney big time. And that's our objective and that's
what we'll be working for.

MR, LAY: "At what price do you expect the stock
to split?" A guestion we usually get.

First of all, we have not set a target for the
stock to split, but for those that may not know, | nean
ri ght now we have over 800 m | lion shares outstandi ng.
We're aut horized by the shareholders to issue up to 1.3
billion | believe it is, or some such nunber. So unless we
did sonmething like a 5 for 4 or sone other kind of a stock

split, we would not even the shares to do that today w thout
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goi ng back out to sharehol ders for sharehol der approval,
which we are going to do as part of the regular proxy and
annual neeting process conmng up in My.

So we will then have the authority to extend or
expand t he nunber of authorized shares outstanding, so we
then can entertain a stock split. But as we've said many
times, that should not have a significant inpact on
val uation of the conpany. You' ve got tw ce as many shares
that are usually worth half as nuch, but it does in fact
make the shares nore affordable, particularly at the retai
|l evel. So certainly at some point, it's sonething that we
will again |look at very seriously, but it will be sonetine

after the May board neeti ng.

Second question, sane person. "Has Enron
consi dered supporting a"--1 suppose that's "9-day 80-hour
work schedule. If it's up to the discretion of each

manager, do they feel that they have support from upper
managenent ?"

We give each group, each manager a | ot of
di scretion as to how they have in fact put together their

work schedule. | nean we do have, for good and obvi ous
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reasons, the things |like gas control, sone 4 and 10-hour a
day type arrangenents. W have others, | guess maybe 12 and
12 in a few cases. W do have sone groups that work nore
hours and take out maybe a half a day a week or so, but
again, as long as the jobs get done and get done very
effectively and efficiently, we give individual supervisors,
and particularly groups a lot of discretion in howthey in
fact conduct their business to maximze the productivity of
their people.

MR SKILLING 1'Il try to go through a couple
here real quickly. "Wy were we not permtted to upgrade to
state-of-the-art in the Cick-at-Honme progran?” And the
guestion is, maxi mum upgrade to PentiumlIlls. Wre we not
allowed to do that?

VB. . Well, they can. They just have to
pay [i naudi bl e] upgrade.

MR, SKILLING Oh, you have to pay the increnental
upgr ade.

V5. . Yes.

MR, SKILLING So we're comng up with a nmediocre

standard, right?
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[ Laught er. ]

MR. SKILLING And then we're telling everyone you
have to pay to get up to--

V. : No. PentiumlV, we're offering a
Pentium I V.

MR. SKILLING Oh, we're offering a PentiumIV.

kay

IVS. : Not--it's not a | ow grade
conput er.

MR. SKILLING Okay. |It's not a | ow grade
conmputer. | guess if you want to add to it, | guess you

just have to add sone nore, but it's a good one, and we're
starting off wwth a good one.

IVS. : It's a good conputer. It's a
[ 1 naudi bl e] .

MR. SKILLING And Dell's giving a discount for
upgrades. Ckay, great.

"Wbul d you pl ease break down the val ue of each
franchi se, each segnent of the business?" The pipelines are
worth about $7 a share. The whol esal e business is worth

about 45 to $50 a share. Retail probably about 20 to $25 a
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share. And broadband probably around 15 right now. So what
is that up to? That's 7 plus--52 plus--

MR LAY: |Is that vertical or horizontal ?

MR. SKILLING This is vertical. This is
verti cal

MR. LAY: Vertical adding.

MR, SKILLING That gets you up to about $80, so
[i naudi bl e], that's where-- about 7, 45, 20 to 25 and 15 for
t he broadband busi ness.

“"A major hit to Enron's ROE has been the $100
mllion plus m stakes: J. Block, MIBE, steel investnents,
Azurix, EBS, Sun servers."

Well, actually the nunbers--J. Block cost us about
600 mllion. MIBE cost us about 600 mllion. The stee
i nvestments were probably about 50 mllion. Azurix was a
little over a billion. The Sun servers was only about 20
mllion. So that was not a real biggie, but--

[ Laught er. ]

MR. SKILLING And we got a couple of nore
floating around out there.

[ Laught er. ]
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MR SKILLING It's a great question. | guess ny
viewis that we're going to have to nake nmi stakes. | nean
you' re not successful if you don't make sone m stakes, and
the key is to have a good batting average, so we want to do
things to get the batting average up, which neans staying
close to the businesses that we're in, focusing on sonething
we know we have a conpetitive advantage on.

But then the other side, which is sonething |
would |ike all of you to think about, is when you | ook at
the really biggies that we blew in the past, it's because we
put enornous bets out on the table. W put big, big bets on
sonet hing that was relatively new for the conpany, and it
didn't turn out right. W've got to find ways that we can
experinment at |lower cost with less capital on the table.

And that's why we've been tal king about this return on

I nvested capital, reduce the anount of capital that we have
i n the business, because we need to have nore experinents
with | ess exposure per experinment, because the experinents
you need to do to get ahead, just can't afford to put as
much on each of those experinents in the future, and we're

trying very hard to do that.
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MR. LAY: | guess on the stock value, since the
question's come up a couple ways this norning. Going back

to the visions. Started our first vision early '86. Market

cap for the total conpany was about $2 billion. Started our
second vision, started 1990, it was $3 billion. Started our
next vision, 1995, 9 billion. And of course today, even

with the sell off, about 60 billion. So 30-fold in about 15
years. As | told Jeff the other evening, if we go 30-fold
again, that's about 1.8 trillion. And then for dam sure
we' re the nunber one | eading conpany in the world.

[ Laught er. ]

MR. LAY: Nobody will dispute it. And | think
Jeff, at the analyst's neeting, cane up with a valuation for
the stock of about $128?

MR SKILLING 126.

MR, LAY: $126. So just so you kind of keep in
m nd what we think the potential this business nodel and
thi s conpany have.

|"ve got two questions that | think are somewhat
related to each other. "What is the status of our project

in India? | understand DeBow (ph) [Dabhol] Power Conpany
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has had trouble getting paid, and there is renewed
opposition to our project. |Is Enron's project in jeopardy?”
That' s | ndi a.

Second question. "Wuld you pl ease update us on
the California situation and explain Enron's position?" And
there is a lot of simlarity because in both cases the
consuners want the electricity, but they're not willing to
pay for it. But indeed in India you have a situation where
Maharaster (ph), their state electric board, in fact doesn't
get paid for about 30 percent of electricity that they
deliver to consuners, and thus they have cash fl ow probl ens
payi ng us for the power that we sell themfor themto
di stri bute.

And nore recently the State Governnment, at | east
in one cycle, cane in and provided additional support, and
then the next cycle decided not to provide that support,
whi ch neant that we could pull--or had to pull the guarantee
at the federal level. And when we did that, the federa
| evel in Delhi, they paid us the deficiency, and then turned
right around and took it out of their paynents to

Maharaster. So things work in kind of weird ways over there
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sonetinme, but we are getting paid.

Now, there is still a |longer term problemthere
fromthe standpoint of the Phase 2 com ng onstream which is
twice as big, and the L& facility. Now the good news about
that is, to the extent that they will take power fromthat
plant at the contract |oad factor or expected |oad factor,
in fact, the cost of power cones down. Now that stil
doesn't address the problem of whether they' re going to
still give away or | ose about a third of their electricity
wi t hout getting any paynent for it.

So | expect, as | think Jeff put it at the anal yst
meeting, you're going to hear a | ot nore noi se about India,
but indeed--and sone of it wll conme out of India, sone of
it will be generated here by anal ysts and others, but at the
end of the day we have really strong contracts, we have,
still have arbitration rights, we have both guarantees at
the state |l evel and guarantees at the federal level. And it
is a good efficient plant. And India is very short of
electricity. Were they had intended--they will only
achi eve about 20 percent of their goal as far as new

capacity com ng onstreamover the last three or four, five
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years. So they're very short of electricity, and you'd
think in that environnment, they'd figure out sonme way to
wor k that probl em out.

California, | think we should hit California a
little bit because you' re asked about that a lot. First of
all, what happened in California 4 years ago and 3 years ago
and 2 years ago and now, is not deregulation. The way they
desi gned the system-and we opposed it 4 years ago, we've
been opposing it since then--but they set the systemup so
in fact the prices to consuners were fixed, reduced and
fixed. They were fixed in such a way that conpetitors could
not even have access to those custoners to provide them
choi ce, and to of course create conpetition. | nean the
nodel was set up to keep conpetition and consuner choi ce out
of the equation except for sone of the |larger custoners.

And of course, EES has been successful in providing energy
outsourcing for the | arger custoners.

But at the sane tinme that the residential rates or
the retail rates were fixed, the whol esal e market of course
was deregul ated across the nation, but they then did set up

a PX, a pool so that all sales into the state and al

74

M LLER REPORTI NG CO., | NC.
735 8th STREET, S.E
WASHI NGTON, D.C. 20003- 2802
(202) 546- 6666



pur chases of whol esale electricity in the state had to cone
through that PX. So we basically elimnated the three big
nonopol i sts and created one big nonopolist. And then
finally, the regulatory schene out there--and | think the
utilities acquiesced in this because they thought it was the
ri ght decision also--but required the utilities to purchase
their wholesale electricity on the spot or the day-ahead
market. So indeed they're buying all of their whol esal e
el ectricity spot, and they're selling, of course, their
electricity on a fixed |longer termmarket. And that worked
fine as long as there's excess supplies, but once those
di sappeared and we had a shortage, not just in California,
but the west, well, then indeed prices junped up enornously,
the utilities were not allowed to pass that through to the
consuners. They very quickly accunmul ated now 12 or $13
billion of paynents they've made to buy the electricity
which they can't recover, so they're on the edge of
bankr upt cy.

Qur view-I want to say weat her factors including
a very | ow hydro year because of low rainfall and snow in

the northwest and northern California further aggravated
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that problem and they didn't have control over that, but
they set up a systemthat was dooned to failure at the
begi nning. Qur appraisal or our estimation is that they're
going to have a really, really tough sumer, nuch tougher
than they're tal king about. | nean it could be al npbst
catastrophic fromthe standpoint of electricity shortages
and bl ackouts, particularly in a very sophisticated econony.
And like | say, it's not just California any | onger. Now
that they' ve pool ed heavier on hydro during the w nter,
they're going to have |l ess hydro for the whole west during
the sunmer. And so now the problem the crisis has spread
to all of the western part of the country. And thus far the
political |eaders are nore inclined to try to buy the
transm ssion |ines, and maybe in fact buy sone of the power
plants, build power plants, but kind of state-ize or
nationalize or centrally control the electricity business,
versus really trying to finally break open the system and
make it conpetitive. And obviously we are opposed to nost
of that.

Now we'll try to work with them and help them

where we can, but indeed, we think they ought to be trying
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to make the systemwork effectively with conpetition and
with markets and not with the state just taking control of
ever yt hi ng.

So its going to be a very interesting thing to
watch for quite sonme tinme, and particularly through this
sunmer .

MR. SKILLING A couple quick ones. "Does the
recent downturn in the broadband nmarket represent an
opportunity for Enron to acquire strategi c conpani es at
attractive prices?"

Yes, we're |ooking very hard at the markets today.
The downturn | think will give us sone trenendous
opportunities, so we're |l ooking at that very hard.

"How many | awsuits are we involved in that relate
to California, and what's the total exposure?”

| don't have the last count, but there are quite a
few.

MR LAY: Quite a few

MR SKILLING Quite a few Total exposure, to be
gquite honest, we don't think there will be any exposure.

This is typical. You know, sonething big |like this happens,
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you just get a |lot of people that start suing whoever they
can find, and I think they're pretty nmuch basel ess, and so |
don't think we'll have any exposure. It will take a |ot of
time and energy, but | don't think there will be a problem

"What is the future for engineering construction?"

That's a good question. W're in the process
ri ght now of redepl oying people fromEE and CC. The fact is
that we have not found it economc to build a whole bunch of
power plants all over the world. The nunbers just aren't
wor ki ng out, so we're going to have to reduce the anmount of
construction.

Now, at the sane tine we have sonme enor nous
opportunities related to engi neering and design activities
in our retail business, which is why we noved EES into
retail. For each contract we sign, each outsourcing
contract we sign, we have to depl oy engi neers and we have to
begi n redesigning infrastructure in the conpanies that we're
outsourcing energy for. So | think there's an enornous
opportunity for engineering and construction activities in
EES. There will be declining need for engineering and

construction activities in these big power plant projects,
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I nternational power plant projects. So the trick nowis we
have to depl oy peopl e, redepl oy people fromone side into
the other side to hang onto the talent.

MR LAY: | think it is about 11:30. So | think
we probably ought to go ahead and wap it up. Qoviously, we
didn't get through all the questions.

This nmorning, | guess, ES [EES] announced that
they signed an energy outsource contract with Quaker Cats.
How big is that contract?

VR. . [ I naudi bl €]

MR. LAY: About 400 mllion. He doesn't know any
nore. He's out of there. |Is that right, Dan, about--Dan
[inaudible], it was $400 million. But a very significant
contract as far as the quality of the conpany and sone ot her
opportunities that may cone out of that, but apparently they
have provided all kinds of goody stuff outside there. As
you | eave today, you get to take hone sone of Quaker Qats
best products.

But again, our success cones down to our people,
and that's all of you out there across the world. W' ve

rolled out a new vision this norning which Jeff and | are
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very excited about, and indeed each and every tine that

we' ve put another vision out that seens pretty awesone, we
achieve it much qui cker than anybody ever thought. And I
think the sane will be true here.

As Jeff said earlier--so let nme put ny two bits
in--1"ve never seen the conpany stronger. |'ve never seen
it better positioned. 1've never seen it with nore
opportunities, and certainly never seen it with better
peopl e, better enpl oyees than we have today. And with al
of that, we will becone the world's | eadi ng conpany.

Have a good day.

[ Appl ause. ]
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